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Price Linking:
Extending Incentive Regulation to New Services Filings

particularly the RTE-1 chart, for the parallel, surrogate basket. The RTE-1 chart is
less than 20 pages long, and the other charts needed to administer the system are few
in number. Because cost data may never actually be used to evaluate the rates, the
incentives for LECs to manipulate incremental cost data or net revenue tests are
reduced. The LEC is given incentives more like a fully-competitive market.
Specifically, it faces the prospect that overly-aggressive pricing designed to retain a
customer subject to competition will require it to lower prices for pre-existing
services. Finally, if the LEC confronts more general price decreases in the overall
basket of existing services, some of the incentives — lost in the current system — to
improve its overall efficiency will be restored.

Conclusion
The price linking proposal represents the type of adjustment to the incentive features
of the LEC price cap plan that will be needed in coming years. The Commission’s

proposal merely to defer review of LEC new services cost studies does not itself
address these incentive requirements. ,

William Page Montgomery
May, 1994
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